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E.O. 11652: N/A 
TAGS: EINV, SOPN, CA 

SUBJECT: TORONTO STAR ATTACKS INVESTMENT TAX INCENTIVES 

1. IN A JANUARY 13 EDITORIAL "WRONG WAY TO STIMULATE ECONOMY, "THE 
TORONTO STAR AGREED WITH THE BUSINESS COMMUNITY THAT "THE CANADIAN 
ECONOMY NEEDS SOME KIND OF STIMULATION IF IT IS NOT TO BE IN 
RECESSION BY MID-YEAR," BUT STATED ITS OPINION THAT BUSINESS TAX 
CONCESSIONS "DOESNT LOOK LIKE A GOOD EIRST CHOICE." 

2. THE STAR AGREED WITH RECENT FINDINGS BY MONTREAL C.D. HOWE RESEARC 
H 

INSTITUTE THAT BOTH CURRENT EXCESS CAPACITY AND THE DOUBTEUL IMPACT 
OF TAX INVENTIVES IN VIEW OF THE "PRESENT UNSETTLED ECONOMIC 
ENVIRONMENT" EEFECTIVELY COUNTER THE JUSTIFICATION FOR INCENTIVES 
BEING ADVANCED BY THE BUSINESS COMMUNITY. THE STAR REFERRED TO THE 
HOWE REPORT THAT WITH 60 PERCENT OF TOTAL CANADIAN MANUFACTURING SECT 
OR 

UNDER FOREIGN CONTROL, SUCH FOREIGN-OWNED FIRMS IN RECENT YEARS HAVE 
PAID OUT AS MUCH AS ONE-THIRD OF AFTER TAX EARNINGS IN DIVIDENDS TO 
FOREIGN RESIDENTS. 

QUOTE - MOREOVER, CANADAIN TAX CONCESSIONS MAY NOT ONLY LEAD 
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TO LARGER DIVIDEND OUTFLOWS. THEY MAY ACTUALLY TRANSFER CANADAIN 
TAXES TO THE U.S. TREASURY. MOST NON-RESIDENT DIVIDENDS GO TO 
THE U.S. CURRENT AMERICAN TAX LAW IS SUCH THAT IF FOREIGN TAXES 
ARE LESS THAN U.S. TAXES, THE PARENT FIRM IS REQUIRED TO PAY THE 
DIFFERENCE WHEN THE EARNINGS GET TO THE U.S. THIS HAS THE EFFECT 
OF REDUCING THE EFFECTIVE INCENTIVE OF TAX CONCESSIONS IN CANADA. 
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THERE IS A FURTHER COMPLICATING FACTOR WHICH OTTAWA DARE 
NOT IGNORE. 

SEVERAL PROPOSALS BEFORE THE U.S. CONGRESS WOULD REQUIRE 
U.S.PARENT COMPANIES TO PAY TAX IMMEDIATELY ON PART OR ALL OF 
THEIR SHARE OF INCOME FROM FOREIGN SUBSIDIARIES, WHETHER OR NOT SUCH 
INCOME WAS BROUGHT BACK BY THE PARENT. THIS WOULD MEAN THAT TAX 
CONCESSION GRANTED TO CANADAIN SUBSIDIARIES OF U.S. COMPANIES 
WOULD BE TAXED AWAY, AT LEAST IN PART, BY THE U.S. GOVERNMENT, 

EVEN IF THE EARNINGS WERE KEPT IN CANADA. UNQUOTE. 
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